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Income Tax Department
Edited

by

John B. Niven

Perhaps the most important of the new rulings published in this num
ber is the revision of articles 1566 and 1567 contained in T. D. 2924.
Where property is exchanged for stock it is made the uniform rule,
in article 1566, that the transaction is a closed one and that there is always
a profit or loss if the stock has a market value, this being deemed sounder
law than the earlier rule by which, if the previous owner of the stock
received 50% or more of the stock no gain or loss took place. Notwith
standing the reasons given for the revised ruling, we venture the opinion
that its soundness may still be open to legal question.
Whatever the procedure adopted in uniting the properties of corpora
tions, they and their stockholders fall, according to the new article 1567,
within the rule that there is no taxable income if the consideration re
ceived is solely stock or securities of no greater par value than those
surrendered. The term “reorganization” is made to cover all such corpo
rate readjustments, if within the hands of the same interests to such a
degree as to maintain the “affiliated” relationships defined in the act and
requiring consolidated returns. How no-par-value stock figures in such
comparisons is quickly settled if the controlling statute requires no mini
mum irreducible value to be set for it: its lack of denomination is ac
cepted as giving it no “greater par or face value” than the surrendered
issues. But if the laws require a minimum capital or amount of stock,
the no-par-value stock is said to have a value representing “an aliquot
part of such amount, proper account being taken of any preferred stock
issued with a preference as to principal.” Obviously the no-par-value
common stock cannot always form “an aliquot part,” an exact devisor,
of the total stated capital or stock where the proportion of preferred stock
to the total prevents the possibility of such ratio. Perhaps the term is
misused, and “an integral part” or “a proportionate part” may be meant,
but this point needs further clarification.
A ruling strained in its refinement is that (T. D. 2931) by which
taxes payable for the taxable year 1918 are made deductible in comput
ing invested capital on the dates when they would have been payable had
the revenue act of 1918 been in force in 1918, with the modification that
instalments that would have been due prior to February 25, 1919, are
deemed payable on that date. Of course this rule does not apply to actual
payments of additional taxes under the 1918 act imposed on corporations
with fiscal years ending in 1918 which filed under the 1917 act. These
additional taxes were payable in quarterly instalments beginning March
15, 1919.
The opinion concerning depreciation of intangibles expressed in the
correspondence published in the last number of The Journal of Account
ancy is now formulated in T. D. 2929 modifying article 163 of regulations
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45. Intangibles acquired through capital outlay and having only a limited
and calculable term of usefulness may be made the subject of a depre
ciation deduction.
Certain taxes that are not deductible are referred to in T. D. 2927 and
2937. Excise taxes paid to a state upon shares of stock owned by another
corporation, the latter being the taxpayer, are not deductible by the
latter, because paid for it, not by it. When taxes, or, more properly,
assessments for local benefits, are for maintenance or repair, they can,
if necessary to the conduct of business, be deducted as expenses, pro
vided they are distinct from assessments for construction. The latter,
as capital expenditures, are not deductible. The line between deductible
and non-deductible taxes is determinable by whether or not they are
levied for the general public welfare ratably on all property within the
jurisdiction of the taxing body.
The new rule (article 443) regarding extensions of time by collectors
is of first concern to accountants, in view of the approaching period for
dealing with 1919 returns. It is only in cases of sickness or absence of
essential officers that collectors are authorized to grant extensions, and
then only for 30 days, requiring, in their discretion, tentative returns
and payment of one-fourth of the tax. It may be taken from the opening
sentence of the article, however, that, in other cases, if a genuine effort is
made to file “as complete and final” a return as possible by the time
set—and, of course, one-fourth of the tax being paid—taxpayers and their
overburdened accountants may gain time for the elaborate accounting
now required in the preparation of full returns.
T. D. 2922 contains the latest list of countries that do or do not
reciprocate in allowing personal exemptions.
The other three decisions published are of minor importance and deal
with matters of only occasional interest or of departmental routine.
TREASURY RULINGS
(T. D. 2920, September 15, 1919)
Providing for relief of domestic corporations which have assumed pay
ment of income tax with respect to tax-free covenant bonds owned by
nonresident aliens who are entitled to credits for personal exemption
and dependents, but whose incomes from sources in the United States
do not exceed such credits.
The final edition of regulations No. 45 is amended by inserting imme
diately after article 363, a paragraph which will be known as article
363a as follows:
Art. 363a. Personal exemption of nonresident aliens.—In case a non
resident alien is entitled to personal exemption and credits for depend
ents in accordance with paragraphs (c), (d), and (e), section 216 of the
revenue act of 1918, and his gross income from sources in the United
States, including bond interest, does not exceed his personal exemption
and credits for dependents, a certificate, Form 10O1B, should be executed
and filed with the withholding agent, if any part of the gross income is
derived from interest upon bonds of a domestic corporation which contain
a tax-free covenant clause. The certificate may be filed with the with
holding agent at the end of the calendar year but not later than February
1 of the succeeding year and all such certificates should be attached to the
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annual list return, form 1013. The amount of tax due from the with
holding agent, as shown by form 1013, may be reduced by two per cent.
of the aggregate amount of interest payments made to the nonresident
alien upon tax-free covenant bonds during the calendar year, and the
amount of tax represented by the certificates, payment of which was
assumed on monthly list return, form 1012, will not be included in the
assessment against the withholding agent. The certificate may be filed only
by a citizen or subject of the countries enumerated in paragraph (a) or
(b) of article 307, as amended. In case tax in excess of a nonresident
alien’s tax liability has been withheld from interest upon bonds which
do not contain a tax-free covenant clause, the nonresident alien should
file or cause to be filed with the collector of internal revenue a return
of his gross income from all sources within the United States, accom
panied by a claim for refund on form 46.
(T. D. 2922, September 18, 1919)
Income tax.
Amending article 307, final edition of regulations 45, dealing with non
resident alien individuals entitled to personal exemption and credit
for dependent.
The final edition of regulations 45 is amended by changing article
307 to read as follows:
Art. 307. When nonresident alien individual entitled to personal exemp
tion.—(a) The following is an incomplete list of countries which either
impose no income tax or in imposing an income tax allow both a per
sonal exemption and a credit for dependents which satisfy the similar
credit requirement of the statute: Argentina, Belgium, Bohemia, Bolivia,
Bosnia, Brazil, Bukowina, Canada, Carinthia, Carniola, China, Chile,
Cuba, Dalmatia, Denmark, Ecuador, Egypt, France, Galicia, Goritz,
Gradisoa, Herzegovina, Istria, Lower Austria, Mexico, Montenegro,
Moravia, Morocco, Newfoundland, Nicaragua, Norway, Panama, Para
guay, Persia, Peru, Portugal, Roumania, Russia (including Poles owing
allegiance to Russia), Salzburg, Santo Domingo, Serbia, Siam, Silesia,
Styria, Spain, Trieste, Tyrol, Upper Austria, Union of South Africa,
Venezuela. (b) The following is an incomplete list of countries which
in imposing an income tax allow a personal exemption which satisfy
the similar credit requirement of the statute, but do not allow a credit
for dependents: Bachka, Banat of Temesvar, Croatia, Salvador, India,
Italy, Slavonia, Slovakia, Transylvania. (c) The following is an incom
plete list of countries which in imposing an income tax do not allow to
citizens of the United States not residing in such country either a personal
exemption or a credit for dependents and, therefore, fail entirely to
satisfy the similar credit requirement of the statute: Australia, Costa
Rica, Great Britain and Ireland, Japan, The Netherlands, New Zealand,
Sweden. The former names of certain of those territories are here
used for convenience, in spite of an actual or possible change in name or
sovereignty. A nonresident alien individual who is a citizen or subject
of any country in the first list is entitled for the purpose of the normal
tax to such credit for a personal exemption and for dependents as his
family status may warrant. If he is a citizen or subject of any country
in the second list, he is entitled to a credit for personal exemption, but
to none for dependents. If he is a citizen or subject of any country in
the third list, he is not entitled to credit for either a personal exemption
or for dependents. If he is a citizen or subject of a country which is in
none of the lists, then to secure credit for either a personal exemption
or for dependents he must prove to the satisfaction of the commissioner
that his country does not impose an income tax, or that in imposing
an income tax it grants the similar credit required by the statute.
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(T. D. 2923, September 24, 1919)
Revised forms of ownership certificates.
Authorizing debtor corporations and withholding agents to accept old
forms of ownership certificates with respect to interest due on and
prior to November 1, 1919, when received from continental United
States and with respect to interest due on and prior to December 1,
1919, when received from abroad.
(1) In view of the fact that the revised forms of ownership certifi
cates were placed at the disposal of the public over three months ago,
this office is of the opinion that a reasonable period of time has elapsed
in which to permit the public to have become familiar with them. In
order, however, to prevent inconvenience to individuals and organiza
tions required to use such forms, old forms of ownership certificates
will be accepted with respect to interest due on and prior to November
1, 1919, when received from continental United States, and with respect
to interest due on and prior to December 1, 1919, when received from
abroad.
(2) Banks and collecting agents, debtor corporations, and withholding
agents shall refuse to accept the old forms, in connection with interest
due, after the respective dates named herein, and collectors of internal
revenue receiving monthly returns accompanied by certificates on the old
forms, when it shall appear that such certificates were filed with debtor
corporations or withholding agents, with respect to interest due subse
quent to such dates, shall require the debtor corporation or withholding
agent concerned to secure certificates on the revised forms.
(3) In order that the fulfillment of the requirements herein pro
vided may cause as little hardship as possible to individuals, banks, col
lecting agents, debtor corporations, etc., collectors should satisfy them
selves that they have a sufficient supply of the revised forms on hand to
meet anticipated demands, and where the supply is not deemed sufficient,
requisition should be made without delay for such additional quantity
as may be necessary. Collectors are requested to disseminate this informa
tion throughout their districts as quickly as possible.
(T. D. 2924, September 26, 1919)
Income and excess-profits taxes.
Revenue act of 1918—Modification of articles 1566 and 1567 of regu
lations 45.
(1) Article 1566 of regulations 45, first authorized April 17, 1919, is
considered as not being warranted in law, and is hereby modified to read:
Art. 1566. Exchange of property and stock.—Where property is trans
ferred to a corporation in exchange for its stock, the exchange consti
tutes a closed transaction and the former owner of the property realizes
a gain or loss if the stock has a market value, and such market value is
greater or less than the cost or the fair market value as of March 1,
1913 (if acquired prior thereto), of the property given in exchange. For
the rule applicable where a corporation, in connection with a reorganiza
tion, merger, or consolidation, exchanges property for stock, see article
1567.
(2) Article 1567 of regulations 45, as amended by T. D. 2870, is
amended to read as follows:
Art. 1567. Exchange of stock for other stock of no greater par value.
—In general, where two (or more) corporations unite their properties,
by either (a) the dissolution of corporation B and the sale of its assets
to corporation A, or (b) the sale of its property by B to A and the dis
solution of B, or (c) the sale of the stock of B to A and the dissolution
of B, or (d) the merger of B into A, or (e) the consolidation of the cor-
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porations, no taxable income is received from the transaction by A or B
or the stockholders of either, provided the sole consideration received
by B and its stockholders in (a), (b), (c), and (d) is stock or securities
of A, and by A and B and their stockholders in (e) is stock or securities
of the consolidated corporation, in any case of no greater aggregate par or
face value than the old stock and securities surrendered. The term “reor
ganization,” as used in section 202 of the statute, includes cases of cor
porate readjustment where stockholders exchange their stock for the stock
of a holding corporation, provided the holding corporation and the original
corporation, in which it holds stock, are so closely related that the two cor
porations are affiliated as defined in section 240(b) of the statute arid
article 633, and are thus required to file consolidated returns. So-called
“no-par-value stock” issued under a statute or statutes which require the
corporation to fix in a certificate or on its books of account or otherwise
an amount of capital or an amount of stock issued which may not be
impaired by the distribution of dividends, will for the purpose of this sec
tion be deemed to have a par value representing an aliquot part of such
amount, proper account being taken of any preferred stock issued with a
preference as to principal. In the case (if any) in which no such amount
of capital or issued stock is so required, “no-par-value stock” received in
exchange will be regarded for purposes of this section as having in fact
no par or face value, and consequently as having “no greater aggregate par
or face value” than the stock or securities exchanged therefor.
(T. D. 2925, September 26, 1919)
Income and profits taxes.
Bonds under sections 214 (a) (12), 234 (a) (14), and 1320 of the revenue
act of 1918.
Sections 214 (a) (12) and 234 (a) (14) of the revenue act of 1918
provide in part as follows :
At the time of filing return for the taxable year 1918 a taxpayer may
file a claim in abatement based on the fact that he has sustained a sub
stantial loss (whether or not actually realized by sale or other disposition)
resulting from any material reduction (not due to temporary fluctuation)
of the value of the inventory for such taxable year, or from the actual
payment after the close of such taxable year of rebates in pursuance of
contracts entered into during such year upon sales made during such year.
In such case payment of the amount of the tax covered by such claim shall
not be required until the claim is decided, but the taxpayer shall accom
pany his claim with a bond in double the amount of the tax covered by
the claim, with sureties satisfactory to the commissioner, conditioned for
the payment of any part of such tax found to be due, with interest.
Section 1320 of the same act provides, in part:
That wherever by the laws of the United States or regulations made
pursuant thereto, any person is required to furnish any recognizance,
stipulation, bond, guaranty, or undertaking, hereinafter called “penal bond,”
with surety or sureties, such person may, in lieu of such surety or sureties,
deposit as security with the official having authority to approve such penal
bond, United States Liberty bonds or other bonds of the United States in
a sum equal at their par value to the amount of such penal bond required
to be furnished, together with an agreement authorizing such official to
collect or sell such bonds so deposited in case of any default in the per
formance of any of the conditions or stipulations of such penal bond. The
acceptance of such United States bonds in lieu of surety or sureties
required by law shall have the same force and effect as individual or cor
porate sureties, or certified cheques, bank drafts, post-office money orders,
or cash, for the penalty or amount of such penal bond. The bonds
deposited hereunder and such other United States bonds as may be sub-

378

Income Tax Department
stituted therefor from time to time as such security, may be deposited
with the Treasurer * * * of the United States, * * * which shall
issue receipt therefor, describing such bonds so deposited. As soon as
security for the performance of such penal bond is no longer necessary,
such bonds so deposited shall be returned to the depositor.
Article 268 of regulations No. 45 provides in part as follows relative
to claims for losses in inventory and from rebates:
In the case of a claim in abatement filed with a return payment of the
amount of the tax covered thereby shall not be required until the claim is
decided, provided the taxpayer files therewith a bond on form 1124 in
double the amount of the tax covered by the claim, conditioned for the
payment of any part of such tax found to be due, with interest at the rate
of 12 per cent. per annum. The bond shall be executed by a surety com
pany holding a certificate of authority from the secretary of the treasury
as an acceptable surety on federal bonds and shall be subject to the
approval of the commissioner.
The bond executed on form 1124, pursuant to article 260 of regulations
No. 45, together with the abatement claim, should be forwarded by the
collector to the commissioner of internal revenue. When it is received
by the commissioner, it will be detached from the abatement claim and
forwarded to the surety bond section of the treasury department for cer
tification as to the sufficiency of the sureties. The surety bond section
will, after certification, return the bond to the commissioner for his
approval. When he has approved the bond he will cause it to be attached
to the abatement claim.
In case the claimant, in accordance with the provisions contained in
section 1320 of the revenue act of 1918, elects to offer in lieu of the surety
or sureties provided for on form 1124 United States Liberty bonds, or
other bonds of the United States, as security, he should execute in dupli
cate a bond and agreement on form 1124a, prescribed below. The original
should accompany the United States bonds offered as security; the dupli
cates should be forwarded by the collector with the abatement claim to
the commissioner. If such bond and agreement is executed by a corpora
tion, a duly certified copy of the resolution of the board of directors
authorizing the execution should be attached. The United States Liberty
bonds or other bonds of the United States offered as security shall at
their par value be not less than the amount of the penal sum of the bond
executed on form 1124a, which shall be in double the amount of the tax
covered by the abatement claim. The bonds so offered as security must
be delivered to the commissioner of internal revenue at the obligor’s risk
and expense. Coupon bonds can not safely be forwarded by registered
mail unless insured by the obligor against risk of loss in transit. Regis
tered bonds so offered as security must be registered in the name of the
obligor and duly assigned to the commissioner of internal revenue at or
before the date of deposit with the commissioner and need not be insured
when forwarded by registered mail unless the obligor so elects. In con
nection with effecting insurance of bonds shipped, reference is made to
article 187 (a) of regulations No. 2, revised.
The commissioner of internal revenue will issue a receipt in duplicate
for United States bonds so deposited with him as security, the original
of the receipt to be given to the obligor and the duplicate to be retained
by the commissioner for his files. Upon receipt by the commissioner of
the United States bonds so offered as security and upon satisfying him
self as to their ownership and as to the sufficiency of the agreement for
him to collect or sell, and in case of registered bonds as to the regularity
of the assignments, he will approve the bond executed on form 1124a, and
deposit the United States bonds offered as security with the treasurer of
the United States, as provided in paragraph 7 of department circular No.
154 (1919), dated June 30, 1919, and the treasurer of the United States

379

The Journal of Accountancy
will, as provided in said circular, give receipt therefor in duplicate,
describing the bonds so deposited, the original to be delivered to the com
mission of internal revenue and the duplicate to be retained by the Treas
urer for his files.
Bonds of the United States shall be returned to the obligor as soon as
the security for the performance of such penal bond is no longer necessary.
Registered bonds shall be reassigned to the owner when the liability is
cancelled.
These special instructions are prescribed for the guidance of collectors
of internal revenue pursuant to the provisions of treasury department
circular No. 154 as to the acceptance of United States bonds in lieu of
surety or sureties on penal bonds.
(T. D. 2927, September 30, 1919.)
Special excise tax on corporations—Decision of court.
Deductions from Gross Income—Taxes Paid on Behalf of Corporation
Taxes paid to a state by various corporations upon shares of their stock
owned by another corporation are not deductible from gross income
of this latter corporation as taxes “paid by it,” such taxes being not
paid by this corporation, but being paid in its behalf by other corpora
tions.
The appended decision of the United States district court for the dis
trict of Connecticut in the case of the United States v. Aetna Life Insur
ance Co. is published for the information of internal-revenue officers and
others concerned.

United States District Court, District of Connecticut
United States, plaintiff, v. Aetna Life Insurance Co., defendant.
Garvin, Judge: This action is submitted to the court for determination
upon an agreed state of facts. It appears that the defendant, an insurance
company incorporated under the laws of the state of Connecticut, was sub
ject to pay annually during the years 1909, 1910, and 1911, with respect to
the carrying on and doing of its business, the excise tax imposed by sec
tion 38 of the act of congress approved August 5, 1909, and was subject in
all respects to the provisions of that section.
On or before March 1 in each of these years the defendant duly made
its return to the collector of internal revenue in the proper district in the
form prescribed by the commissioner of internal revenue as required by
said section, which returns showed that the net income of the defendant
for each of these three years exceeded $5,000.
On or about June 1 of the years 1910, 1911, and 1912 an excise tax
under said act was duly assessed against the defendant for the years end
ing December 31, 1909, 1910, and 1911, respectively, said tax being 1 per
cent. on the net income of the defendant. The tax was in each case paid
as assessed.
When the defendant filed its return showing its net income for the
year ending December 31, 1909, it deducted $479,625 as “taxes paid during
the year ending December 31, 1909, imposed under authority of the United
States or states and territories thereof.” Of this sum it is conceded that
$409,967.36 was lawfully deducted. It is claimed by the plaintiff that
defendant should also have paid a tax of 1 per cent. on the remainder,
$69,637.64, i. e., $696.56. Of the latter sum defendant admits liability to
the extent of $227.62, leaving $468.96 in dispute. The amount admitted
for 1910 is $343.17, $413.41 being in dispute. For 1911, $543.28 is admitted,
$527.60 being in dispute. These sums in dispute represent taxes paid by
various corporations upon shares of their stock owned by defendant,
which taxes were imposed during the several years 1909, 1910, and 1911
by the state of Connecticut under chapter 54 of the public acts of 1905.
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The deductions allowed a corporation by the act of August 5, 1909,
include, “all sums paid by it within the year for taxes imposed under
authority of the United States or of any state or territory thereof, or im
posed by the government of any foreign country as a condition to carry
on business therein.” The taxes in question were not paid by the defend
ant, but in its behalf by other corporations.
While it is true that “a statute providing for the imposition of taxes is
to be strictly construed, and all reasonable doubts in respect thereto
resolved against the Government and in favor of the citizen” (Mutual
Benefit Life Insurance Co. v. Herold, 198 Fed., 199, and cases therein
cited), no doubtful meaning is here involved. The language of the act is
clear and explicit. The allowable deductions in the case of a domestic
corporation are plainly set forth.
Deductions allowed from gross income in the case of a domestic cor
poration :
Second. Such net income shall be ascertained by deducting from the
gross amount of the income of such corporation, joint stock company or
association, or insurance company, received within the year from all
sources.
(First) all the ordinary and necessary expenses actually paid within
the year out of income in the maintenance and operation of its business
and properties, including all charges such as rental or franchise payments,
required to be made as a condition to the continued use or possession of
property;
(Second) all losses actually sustained within the year and not compen
sated by insurance or otherwise, including a reasonable allowance for
depreciation of property, if any, and in the case of insurance companies
the sums other than dividends, paid within the year on policy and annuity
contracts and the net addition, if any, required by law to be made within
the year to reserve funds;
(Third) interest actually paid within the year on its bonded or other
indebtedness not exceeding the paid-up capital stock of such corporation,
joint stock company or association, or insurance company, outstanding at
the close of the year, and in the case of a bank, banking association or
trust company, all interest actually paid by it within the year on deposits.
(Fourth) all sums paid by it within the year for taxes imposed under
the authority of the United States or of any state or territory thereof, or
imposed by the government of any foreign country as a condition to carry
on business therein;
(Fifth) all amounts received by it within the year as dividends upon
stock of other corporations, joint stock companies or associations, or in
surance companies, subject to the tax hereby imposed.
If it had been the intention to permit such a deduction as defendant
urges, the act would have provided that there be included “all sums paid
by it or in its behalf within the year.”
Defendant relies upon a decision by the treasury department rendered
March 24, 1916, reading in part:
You are advised that when a corporation pays taxes for its stock
holders, such payments represent a portion of the earnings of the corpora
tion, which instead of being distributed to the stockholders in the form
of dividends is used in payment of taxes which the stockholders individu
ally owe. Should you instead of paying the taxes, pay over this sum to
the stockholders, the stockholders would be required to return the amount
as income received, and would then be entitled to deduct the same under
the item of taxes paid during the year. Under the excise tax law a stock
holder which is a corporation is entitled to deduct from gross income all
dividends received from another corporation subject to tax, and there
fore is entitled to deduct as a dividend that portion of the earnings of the
corporation in which it owns stock, which is represented by the stock-
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holder’s tax. For the years 1909 to 1912, inclusive, therefore, the corpora
tion which is a stockholder will be entitled to an additional deduction on
account of the taxes paid for it by the corporation issuing the stock, for
the reason that it produces the same result as if the corporation owning
the stock was required to return as income for these years the full amount
of the dividend, including that portion of the dividend diverted to pay tax,
and then took credit as a deduction for this entire amount under the item
of dividends received from other corporations, and also took credit for
the amount of taxes paid under that item. Under the income-tax law,
however, a corporation is not entitled to deduct from gross income divi
dends received from other corporations. Consequently if it claims the
benefit of deducting from gross income taxes paid for it by another cor
poration it must include such amount in income as the deduction counter
balances the receipt. As you, the stockholder in this case, did not return
as income the amount in question, you are not entitled under the incometax law to deduct the same. The claim on account of the tax assessed for
the year 1913 is accordingly rejected, and you will find inclosed notice of
demand for payment of this tax.
The claim for the abatement of the additional tax assessed for 1912 has
received favorable consideration for the reason above stated.
This decision points out that a corporation making a claim such as is
advanced by defendant must have included in its return as income the
taxes which were paid in its behalf by other corporations. No such return
was made by defendant herein, therefore the decision is not in point even
if it were controlling on the court.
There was no refusal or neglect to make a return within the meaning
of the act and therefore no penalty will be allowed.
Judgment for plaintiff for $2,524.04, with interest from June 9, 1915.
(T. D. 2929, October 7, 1919.)
Income and excess-profits taxes.
Depreciation of intangible property—Modification of article 163, regula
tions No. 45.
Article 163, regulations No. 45, is modified to read as follows by elimi
nating therefrom the last sentence, reading, “there can be no such allow
ance in respect of good will, trade names, trade-marks, trade brands,
secret formulas, or processes”:
Art. 163. Depreciation of intangible property.—Intangibles, the use of
which in the trade or business is definitely limited in duration, may be the
subject of a depreciation allowance. Examples are patents and copyrights,
licenses and franchises. Intangibles, the use of which in the business or
trade is not so limited, will not usually be a proper subject of such an
allowance. If, however, an intangible asset acquired through capital outlay
is known from experience to be of value in the business for only a limited
period, the length of which can be estimated from experience with reason
able certainty, such intangible asset may be the subject of a depreciation
allowance, provided the facts are fully shown in the return or prior thereto
to the satisfaction of the commissioner.
(T. D. 2931, October 7, 1919.)
Excess-profits tax.
Amendment of article 845, regulations 45.
The final edition of regulations 45 is amended by inserting immediately
after article 845 a paragraph to be known as article 845(a), as follows:
Art. 845(a). Surplus and undivided profits; reserve for 1918 income
and excess-profits taxes of corporations having a fiscal year.—In the case
of corporations having a fiscal year, the federal income and profits taxes
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for the taxable year 1918 shall, for the purpose of computing invested
capital for the taxable year 1919 be deemed to become due and payable as
follows: (a) As to such amounts as became due and payable prior to
February 25, 1919, under the provisions of section 14(a), revenue act of
1916, such law shall govern; (b) in all other respects the provisions of
section 250 of the revenue act of 1918 shall govern except that the instal
ments which would become due prior to February 25, 1919, shall be deemed
to become due and payable on that date; (c) any amounts which became
due and payable under said section 14(a) prior to February 25 shall, so
far as possible, be deemed to cancel the earlier instalments payable under
said section 250. For example, a corporation whose fiscal year ended
August 31, 1918, is assessed a total income and profits tax under the 1917
law of $250,000 and an additional tax under the 1918 law of $110,000. The
total tax of $360,000 would, for the purpose of computing invested capital,
be deemed to become due and payable as follows: February 15, 1919,
$250,000; May 15, 1919, $20,000; August 15, 1919, $90,000. If, assuming
the same taxes, the fiscal year ended September 30, 1918, the total tax
would, for the purpose of computing invested capital, be deemed to become
due and payable as follows: February 25, 1919, $90,000; March 15, 1919,
$90,000; June 15, 1919, $90,000; September 15, 1919, $90,000. The provi
sions of this article apply solely for the purpose of computing invested
capital and do not affect the provisions of T. D. 2797 in regard to the time
and manner of paying taxes where corporations have filed returns for
fiscal years ending in 1918.
(T. D. 2935, October 16, 1919.)
Income tax.
Failure to file final returns where tentative returns have been filed—Article
443 of regulations amended.
Section 1309 of the revenue act of 1918 (approved Feb. 24, 1919) pro
vides in part as follows:
That the commissioner, with the approval of the secretary, is hereby
authorized to make all needful rules and regulations for the enforcement
of the provisions of this act.
In pursuance of the foregoing provision of law, article 443 of regula
tions 45 is hereby amended to read as follows:
Art. 443. Extension of time by collector.—It is important that the tax
payer render before the return due date a return as complete and final
as it is possible for him to prepare. However, in cases of sickness or
absence collectors are authorized to grant an extension of not exceeding
30 days where, in their judgment, such further time is actually required
for the making of an accurate return. (See article 1002.) The applica
tion for such extension must be made prior to the expiration of the period
for which the extension is desired. The absence or sickness of one or
more officers of a corporation at the time the return is required to be
filed will not be accepted as a reasonable cause for failure to file the return
within the prescribed time unless it is satisfactorily shown that there were
no other principal officers available and sufficiently informed as to the
affairs of the corporation to make and verify the return. As a condition
of granting an extension of time for filing a return, the collector may
require the submission of a tentative return and estimate of the tax on
form 1040-T in the case of individuals, or on form 1031-T in the case of
corporations, and the payment of one-fourth of the estimated amount of
tax. Where a taxpayer has filed a tentative return and has failed to file
a complete return within the period of the extension requested by him,
the complete return when filed is subject to penalties prescribed for delin
quency. Where a tentative return has been filed and no time has been
fixed within which a complete return must be filed, the collector may at
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any time send notice to the taxpayer to file a complete return within a
period of time therein specified by him, and a taxpayer who fails to
comply with such request will incur the penalties prescribed by statute
for delinquency in filing a return.
(T. D. 2937, October 16, 1919)
Income tax—Assessments for drainage.
Article 133 of regulations 45 is hereby amended to read as follows:
Art. 133. Taxes for local benefits.—So-called taxes, more properly
assessments, paid for local benefits, such as street, sidewalk, and other
like improvements, imposed because of and measured by some benefit
inuring directly to the property against which the assessment is levied, do
not constitute an allowable deduction from gross income. A tax is con
sidered assessed against local benefits when the property subject to the
tax is limited to the property benefited. Special assessments are not
deductible, even though an incidental benefit may inure to the public
welfare. The taxes deductible are those levied for the general public
welfare by the proper taxing authorities at a like rate against all property
in the territory over which such authorities have jurisdiction. Assess
ments under the statutes of California relating to irrigation and of Iowa
relating to drainage, and under certain statutes of Tennessee relating to
levees, are limited to property benefited, and when it is clear that the
assessments are so limited, the amounts paid thereunder are not deduc
tible as taxes. When assessments are made for the purpose of mainte
nance or repair of local benefits, the taxpayer may deduct the assessments
paid as an expense incurred in business, if the payment of such assess
ments is necessary to the conduct of his business. When the assessments
are made for the purpose of constructing local benefits, the payments by
the taxpayer are in the nature of capital expenditures and are not deduc
tible. Where assessments are made for the purpose of both construction
and maintenance or repairs, the burden is on the taxpayer to show the
allocation of the amounts assessed to the different purposes. If the allo
cation can not be made, none of the amounts so paid is deductible.
Haskins & Sells announce the opening of an office in Shanghai, China,
on or about March 1, 1920, under the management of Henry S. DeVault.

Hood & Strong announce the removal of their offices to the Newhall
building, 260 California Street, San Francisco.
MacHugh & Garretson announce the removal of their offices to the
Vulcan building, 277 Pine street, San Francisco.

Loomis, Suffern & Fernald announce that J. S. M. Goodloe has become
a member of the firm.
J. Pryse Goodwin announces the opening of an office at 25 Church
street, New York.

Schindler & Naren announce the opening of offices at 1211 Chestnut
street, Philadelphia.
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